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Child Welfare Financing: Issues and Options 



Summary 

Although child welfare services are primarily a state responsibility, the federal 
government helps pay for these activities, providing states about $7 billion in FY2001 
for child welfare services, foster care, and adoption assistance. Although there is 
widespread frustration with the way these funds are provided from the federal 
government to the states, there is currently no consensus on a method of reform. 

Most federal funds that are specifically targeted toward child welfare activities 
are authorized by Title IV-B or IV-E of the Social Security Act or the free-standing 
Child Abuse Prevention and Treatment Act (CAPTA). These statutes authorize a 
variety of funding streams. Some are discretionary; others are entitlements. Some 
of the entitlements are open-ended (in other words, there is no limit on federal 
spending); others are capped. All require states to comply with various programmatic 
and procedural rules. In addition, states serve child welfare clients through other, 
non-targeted federal programs, such as Temporary Assistance for Needy Families, 
Medicaid, and the Social Services Block Grant. 

Most proposals to reform federal child welfare financing focus on the two largest 
funding streams, which are for foster care and adoption assistance, authorized under 
Title IV-E. Controlling for inflation, the federal share of state spending for these two 
activities has increased dramatically, from $1.1 bil li on in FY1987 to $5.3 bil li on in 
FY2000 (in 2000 dollars). Foster care is the larger of the two activities, but adoption 
assistance is growing at a faster pace, both in terms of dollars spent and children 
served. In fact, the Congressional Budget Office (CBO) projects that the number of 
children claimed by states as eligible for adoption assistance will surpass the number 
claimed as eligible for foster care, beginning in FY2003. 

As federal spending for these activities has grown, the financing structure has 
increasingly been seen by lawmakers, administrators, and caseworkers as often 
conflicting with the needs of children and families. The system is criticized as 
complex, burdensome, and inflexible. Critics assert that the federal eligibility criteria 
for foster care and adoption assistance (linked to the former Aid to Fa mi lies with 
Dependent Children) are out-of-date and inappropriate, and the system does not 
recognize the growing role of relatives in caring for foster children. On the other 
hand, supporters of the system believe its open-ended entitlements provide a safety 
net for states and children, and that the complicated federal rules ensure a min im um 
level of protection for children. Congress also has allowed states to conduct 
demonstrations through waivers, which will help inform lawmakers in the future. 

Congress has tentatively discussed reform proposals for a decade, ranging from 
expansions of existing entitlements to consolidation into block grants. Elimination of 
the AFDC requirement has been proposed repeatedly, and interest also has developed 
recently in performance-based funding. Because the current system is complex, all 
reform proposals raise complex issues. Also, because the largest parts of the system 
are open-ended entitlements, virtually all proposals have budgetary implications. 
Moreover, federal enforcement of child welfare laws - administratively and through 
the courts - is a related issue of ongoing interest to Congress. 
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Child Welfare Financing: Issues and Options 

Introduction 

Although child protection and child welfare services are primarily state functions, 
the federal government helps pay for these activities, providing an estimated $7 billion 
in FY2001 for child welfare services, foster care, and adoption assistance. 
Increasingly in recent years, the way in which these funds are provided to states has 
been seen as inflexible, burdensome, and counterproductive to the interests of children 
and fa mi lies. However, while there is widespread frustration with the current system, 
no consensus yet exists on a method of reform. 

Today’s system of funding child welfare activities is complex. The current 
“system” is actually a patchwork of federal laws, requirements, and programs. States 
receive federal funds through various “funding streams” that were established at 
different times, generally in response to different concerns. Historically, child welfare 
services evolved gradually in most states and much of the impetus for these services 
came from private, nongovernmental organizations. While federal funding for some 
child welfare services was available as early as 1935, federal funds for foster care only 
became available in the early 1960s, and most of the growth in the federal role has 
occurred in the past 20 years. Each component of the federal financing system had 
its own purpose at the time it was enacted, but no comprehensive or cohesive policy 
rationale ties the entire system together. Nonetheless, states have become dependent 
on this complicated assortment of federal funds, as they attempt to design and operate 
programs that respond to the needs of children and families. 

Some federal child welfare funds are discretionary, which means that the amount 
of money available to states is determined through the annual appropriations process. 
Others are entitlements, which means that states are entitled by law to receive these 
funds. Some of the entitlement funds are capped, so that states are entitled to a share 
of a fixed amount. Other entitlement funds are open-ended, so that states are entitled 
to federal reimbursement for any legally eligible expenditure, with no limit on total 
federal spending. Several funding streams use formulas for allocating funds among 
states, but the formulas differ. Most funding streams require a nonfederal matching 
amount from the states, but the match requirements differ. And finally, virtually all 
federal child welfare funds come with programmatic and procedural strings attached, 
so that states must comply with numerous federal rules to be eligible to receive federal 
funds. 

Congress has tentatively discussed proposals to reform federal financing of child 
welfare for at least a decade, and the debate is continuing. Ideas have ranged from 
expansion of the existing open-ended entitlements to total consolidation of all funding 
streams into a single block grant. The notion of connecting funding with state 
performance, as measured by various indicators, also has been considered. While no 
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comprehensive reform proposal has been enacted, Congress has amended the federal 
child welfare laws in recent years to achieve other goals, in some cases further 
complicating the overall financing structure. 

This report is divided into several sections. First, it describes the existing federal 
funding streams for child welfare activities, and second, it presents data on trends in 
federal spending under the two largest funding streams; i.e., foster care and adoption 
assistance. The third section of the report discusses prevailing views of the system, 
focusing on its perceived weaknesses and strengths. Next, the report describes reform 
proposals that have been offered in recent years, and identifies various policy issues 
raised by these proposals. Some concluding notes are offered at the end. 



Components of the Current System 

The primary federal statutes that authorize grants to states for child welfare 
activities are Titles IV-B and IV-E of the Social Security Act, and the free-standing 
Child Abuse Prevention and Treatment Act (CAPTA). 1 Most of the focus of 
financing reform proposals is on foster care and adoption assistance under Title IV -E, 
which are open-ended entitlements to states and represent the largest categories of 
federal expenditures. Nonetheless, a discussion of reform proposals requires an 
understanding of the full array of federal child welfare programs. 

Before states may receive funding for child welfare activities under the Social 
Security Act or CAPTA, they must develop and submit state plans to the federal 
Department of Health and Human Services (HHS) that meet a detailed series of 
requirements. These requirements are outlined in the various statutes and collectively 
form the basis of federal child welfare policy. Although the state role is paramount 
in child welfare, the federal government significantly influences state behavior by 
conditioning the receipt of federal funds on compliance with these requirements. 

Specific grants authorized under Titles IV-B, IV-E and CAPTA are briefly 
described below. 2 This information also is summarized in Table A-l. 



1 In addition to these grants, readers should note that several other federal programs provide 
funding for child welfare services, although they are not specifically designed as child welfare 
programs. These include the Social Services Block Grant (SSBG) to states, Medicaid, and 
the Temporary Assistance for Needy Families (TANF) block grant to states. The precise 
amount of funds devoted to child welfare activities under these programs is not known, but 
research conducted by the Urban Institute produced an estimate of $2 billion in FY1998. 
Bess, Roseanna et al., The Cost of Protecting Vulnerable Children II: What Has Changed 
Since 1996?, Urban Institute, OP-46, Washington, D.C., February 2001. 

2 This report focuses on programs that provide grants to states for ongoing activities. 
Additional amounts are provided under CAPTA and Title IV-B of the Social Security Act for 
research and demonstration grants, which are awarded to public and private entities at the 
discretion of the Secretary of HHS. The Adoption Opportunities and Abandoned Infants 
Assistance Acts also authorize grants to public and private entities at the discretion of HHS, 
and the Department of Justice administers several small programs to improve the investigation 

(continued...) 




